
© Richard A. Werner 2023

» Finance as Instrument of Control:
The End Game «

Prof. Richard A. Werner, M.A., D.Phil. (Oxon)
Professor of Banking and Economics

University of Winchester

MCC Visiting Fellow

Mathias Corvinus Collegium

Budapest

International Science Summit

Amsterdam

1 July 2023



© Richard A. Werner 2023
1

➢ “Roughly 90% of all central banks currently pursue a central bank digital 

currency project” (McKinsey)1

➢ Get ready for something new that will change the world. 

➢ What is so new about CBDCs?

➢ We are being told that it’s the “digital” aspect:

➢ “24 May 2023 ... The European Central Bank (ECB) has proposed designing 

a digital version of the Euro, as cash increasingly gives way 

to electronic payments.”

➢ECB chief Christine Lagarde (2019): central banks need to be “ahead of the 

curve” concerning digital currencies like stable coins.2

1) https://www.mckinsey.com/industries/financial-services/our-insights/central-bank-digital-currencies-an-active-role-for-commercial-
banks

Biggest upheaval in our monetary system in 330 years
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Central planners are now keen to introduce 

“digital currency”

➢ What is the last payment you made? What means of payment did you use?

➢ All of them presently link back to banks and bank accounts

➢ This bank money is digital!

➢ We have been using Bank Digital Currency (BDC) for many decades! It’s not new!

➢ What is new about CBDCs? 

▪ Cash

▪ Direct debit bank card, PIN code

▪ Direct debit bank card, contactless

▪ Credit card, PIN or contactless

▪ ApplePay, linked to bank account

▪ GooglePay, linked to bank account

▪ Monzo/Revolut etc. prepaid card

▪ Code of prepaid gift card

The “Central” part
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Central planners are now keen to introduce 

“digital currency”

Our monetary system for the past 300 years:

➢People have accounts with banks.

➢Cash is obtained from banks.

➢ Transactions, bank transfers and settlement are done by banks.

➢Debit cards, credit cards & electronic payment services (ApplePay, Alipay, etc) via 

banks

➢ The central bank only dealt with banks

➢Central bank cash does not allow central banks to monitor & control transactions

➢Banks have such power, since so far they have been in charge of digital currency 
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How did Justin Trudeau end the trucker demonstration?

➢ Their bank accounts were frozen and their ability to buy food, medicines etc. 

for them and their families was taken away.

➢ After months of peaceful demonstrations against Covid restrictions, the 

truckers had to give up.

➢ Too few used cash!

➢ The control over their digital money was done with new legislation.

4
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➢ “The police froze 206 financial products, including bank and 

corporate accounts; 

➢ disclosed the information of 56 entities associated with vehicles, 

individuals and companies; 

➢ shared 253 bitcoin addresses with virtual currency exchangers; 

➢ and froze a payment processing account valued at $3.8 million”, 

a police spokesman said. https://abc7chicago.com/canada-protests-truckers-convoy-ottawa-police/11584530/

5

How did Justin Trudeau end the trucker demonstration?
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How did Justin Trudeau end the trucker demonstration?

➢ Their bank accounts were frozen and their ability to buy food, medicines etc. 

for them and their families was taken away.

➢ This was done with new legislation.

➢ No such financial controls had been used previously to stop criminals.

➢ Since 2020, the idea of digital IDs, such as “vaccination passports”, and the 

link to control and coercion have been advanced

➢ Digital currency allows a Chinese-style social credit score system

➢ If there’s only electronic money and you criticise the government on social 

media, your access to your money may be taken away, and hence your ability 

to purchase even essentials

6
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➢ So the digital aspect of CBDC is not new

➢ What is new is that the central banks are stepping out of the shadows to rip up 

the centuries-old Concordat between banks an the central bank

➢ By stepping into the retail banking arena and wanting to offer digital currency, 

they are competing directly against the banks

➢ A retail CBDC is simply a current account at the central bank, even if it takes the 

form of a phone-based app payment system or a microchip implant.

➢ So the bank regulator – the central banks – is about to compete directly against 

the banks.

➢ This is like the referee in a soccer/football game deciding to join the game and 

running for the ball and scoring goals – while still using his power to give yellow 

and red cards to the other players. Who will win this game?

➢ Why are central banks doing this? What are their motives?

Biggest upheaval in our monetary system in 330 years
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➢ Listen to the fatcats at the BIS, the central bank of the central banks:

➢ Agustin Carstens, Managing Director of the Bank for International Settlements: 

Letting the cat out of the bag

➢ https://www.youtube.com/watch?v=rpNnTuK5JJU

Biggest upheaval in our monetary system in 330 years

https://www.youtube.com/watch?v=rpNnTuK5JJU
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Biggest upheaval in our monetary system in 330 years

20 June 2023
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McKinsey identified several obstacles to wide adoption:

➢ “A clear or substantiated market value proposition has yet to be 

documented. Some consider CBDC benefits to be limited relative to already-

established private solutions.”1

➢ “Trust remains a hurdle for a meaningful share of citizens and system 

participants, who question the motives behind CBDCs (often suspecting 

governments of aiming to monitor or restrict financial activities) or fear 

cybersecurity risks.” 1

➢ “Technical challenges are evidenced by service interruptions suffered by some 

existing solutions, as well as the digital divide that exists in rural areas and 

faces certain small businesses.”

1) https://www.mckinsey.com/industries/financial-services/our-insights/central-bank-digital-currencies-an-active-role-for-commercial-
banks

Why are central planners not rolling out CBDCs faster?
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➢ “Bank of England tells ministers to intervene on digital ‘currency programming’: 

Digital cash could be programmed to ensure it is only spent on essentials, or 

goods which an employer or Government deems to be sensible."1

➢ “The Bank of England has called on ministers to decide whether a central bank 

digital currency should be “programmable”, ultimately giving the issuer control 

over how it is spent by the recipient.”1

1) Daily Telegraph, Tim Wallace, 21 June 2021

Central bank digital currency is a control tool
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➢ Could there be a social credit scoring system, for instance, in the name of climate 

change?

➢ It’s already being done by central banks via the banking system:

➢ The BCBS, the international unelected body run by central banks out of the BIS, 

released “clarifications on climate-related financial risks in December 2022”. It 

punishes banks for lending to borrowers who are categorised as being affected by 

“climate risk” – which means any activity deemed to contain or produce too much 

CO2. 

➢ Similarly, a report by the Financial Stability Board, another international body of 

central bank governors, finance ministry officials and international 

organisations, recommended that bank regulators enact a “system-wide approach 

to climate-related risks”, which would include “deployment of potential supervisory 

capital add-ons to address deficiencies in the risk management of climate-related 

risks”.

➢ In November 2022, the ECB announced that it expects banks to meet all 

supervisory expectations on climate and environmental risks by the end of 2024, 

including using capital adequacy assessment to punish banks for lending to the 

“wrong” economic activities.

Central bank digital currency is a control tool

https://greencentralbanking.com/2023/01/16/basel-committee-clarifications-climate-risks/
https://greencentralbanking.com/2022/10/26/fsb-report-climate-risk/
https://www.bankingsupervision.europa.eu/press/pr/date/2022/html/ssm.pr221102~2f7070c567.en.html


© Richard A. Werner 2023
13

Use of your money conditional on “climate priorities“
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McKinsey identified several obstacles to wide adoption:

➢ “Trust remains a hurdle for a meaningful share of citizens …who question the 

motives behind CBDCs (often suspecting governments of aiming to monitor 

or restrict…) …”

Consider the official benefits of CBDCs listed by the central banks:

➢ improve payment systems – but already doing fine! 

➢ enhance financial inclusion, for unbanked populations – force those who use 

cash to move to digital currency?

➢ reduce costs associated with cash and traditional payment methods – surely a 

CBDC system, being high-tech, is more costly overall.

➢ could promote financial innovation – we’ve had plenty, usually causing crises

➢ reduce transaction costs – but they can easily impose charges and in fact have 

already said they want to use CBDCs to impose negative interest rates!

➢ support monetary policy implementation – yes, negative interest rates, 

confiscation and requirement for the central planner to approve your spending. 

Also proves they do plan to abolish cash (otherwise cannot enforce neg. rates)

Can we trust the central planners to give them yet more power?
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Alleged “official” benefits of CBDCs listed by the central banks:

➢ providing a safe, government-backed alternative to commercial bank deposits –

this discloses the ECB agenda to kill banks

➢ 24 May 2023 ... ECB President Christine Lagarde says a digital currency from the 

central bank will help make Europe independent of outside payment services . ie

to fight against the US. Bloomberg: 21 Mar 2023 ... A digital euro has a key role to 

play in safeguarding European payment autonomy, according to European 

Central Bank President Christine ...

➢ this is gaslighting: the EU is a US project that was designed to be anti-democratic 

and authoritarian. It is run by CIA agents will remain subjugated by the US.

➢Declassified CIA records revealed that Jean Monnet, Schuman, Spaak, 

Adenauer were CIA agents, working on the plan to create an undemocratic 

United States of Europe. The CIA funded the “European Movement”.

➢ enhance financial stability by reducing the risk of bank runs – this is ironic!

Can we trust the central planners to give them yet more power?
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Can we trust the central planners to give them yet more power?

➢ European parties received US cash to include the goal of “ever closer 

European union” into their programs

➢ The “European Movement” and the “European Youth Movement” are funded 

by the CIA

➢ This explains why democratic countries could come up with the idea that a 

highly authoritarian and undemocratic structure should receive their 

sovereign powers

➢ Re-creation of the Soviet Union with the unelected Commission as the Polit-

Bureau
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Alleged “official” benefits of CBDCs listed by the central banks:

➢ providing a safe, government-backed alternative to commercial bank deposits –

this discloses the ECB agenda to kill banks

➢ 24 May 2023 ... ECB President Christine Lagarde says a digital currency from the 

central bank will help make Europe independent of outside payment services . ie

to fight against the US. Bloomberg: 21 Mar 2023 ... A digital euro has a key role to 

play in safeguarding European payment autonomy, according to European 

Central Bank President Christine ...

➢ this is gaslighting: the EU is a US project that was designed to be anti-democratic 

and authoritarian. It is run by CIA agents will remain subjugated by the US.

➢Declassified CIA records revealed that Jean Monnet, Schuman, Spaak, 

Adenauer were CIA agents, working on the plan to create an undemocratic 

United States of Europe. The CIA funded the “European Movement”.

➢ enhance financial stability by reducing the risk of bank runs – this is ironic!
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Can we trust the central planners to give them yet more power?
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Can we trust the central planners to give them yet more power?

Dec 2002
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Can we trust the central planners to give them yet more power?

Dec 2002
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Can we trust the central planners to give them yet more power?
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Can we trust the central planners to give them yet more power?

Dec 2002
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Economists of various schools disagree mostly, but agree on 1 thing:

The relationship of interest rates and economic activity:

1. Classical (e.g. Ricardo, 1817)

2. Neo-classical (e.g. Marshall, 1890)

3. Keynesian (Keynes, 1936; Hicks, 1937; Tobin, 1969)

4. Monetarist (Brunner and Meltzer, 1971; Friedman, 1970)

5. New classical (Lucas, 1975)

6. ‘Neo-Wicksellian’ (e.g. Woodford, 2003

7. Post-Keynesian (e.g. Lavoie, 1995)

8. Austrian (e.g. Garrison, 1989) 

9. Ecological economists (e.g. Horowitz, 1996; Baum, 2009) 
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Interest rates have been stylized as the key macro variable

1. English language academic economics, the media and central bankers 

themselves declare interest rates as the main monetary policy tool.

2. The claim that lower rates stimulate economic growth and higher rates slow it 

can be called “the law and the prophets of equilibrium economics”.

3. This claim has been uttered so often in the past 40 years that one would 

expect there to be hundreds of studies showing this relationship between 

nominal interest rates and economic activity.

4. How many empirical studies actually exist that demonstrate this 

proclaimed correlation & causation?
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There aren‘t any.
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Except finally two detailed studies:

Kank-Soek Lee and Richard A. Werner (2018), Reconsidering 

monetary policy, Ecological Economics:

Half a century of evidence on the correlation & statistical causation 

between interest rates and economic activity in the US, Japan, Germany 

and the UK (quarterly data).

Lee, Kang-Soek and Richard A. Werner (2022). Are lower interest 

rates really associated with higher growth? New empirical evidence 

on the interest rate thesis from 19 countries. International Journal 

of Finance and Economics, 1-16
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The relationship between long-term interest rates and economic growth in the 
UK, US, Germany and Japan (~1958-2008):

30
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Long-term interest rates and economic growth in the UK, US, Germany and Japan: 
overwhelmingly positive

(a) Correlation

31

Results
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Short-term interest rates and economic growth in the UK, US, Germany and 
Japan (~1958-2008): consistently positive

(a) Correlation

32
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Conclusion: 

Despite allowing for 2 years of leads and lags, the hypothesis that interest 
rates are inversely correlated with economic growth is rejected
in 8 out of 8 cases. 

Instead, we found that interest rates are positively correlated with 
economic growth in 8 of 8 cases.

(a) Correlation

33

Results
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Statistical causation (Granger causality) between short-term and long-term 
interest rates on the one hand, and economic growth in the UK, US, 
Germany and Japan on the other:

Conclusion: 

Causality from rates to growth rejected in 6 out of 8 cases.

The alternative hypothesis that growth determines interest rates is 
supported in 8 out of 8 cases. 

(b) Statistical Causation

34

Results
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Reality is the opposite of the central planners’ story

Japan
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Official Story: High interest leads to low growth;

Low interest leads to high growth

Empirical Reality: High growth leads to high interest;

Low growth leads to low interest.

• Interest rates are the result of economic growth.

• So they cannot at the same time be the cause of economic growth.

• The facts contradict the official story of monetary and banking policy.

• Questions:    It is not rates, but bank credit that determines economic growth

Why do central bankers keep repeating the mantra that they 

use interest rates as policy tool? It is only a smoke-screen

Fact: Rates Follow the Cycle

Cognitive Dissonance

Consequence: Central banks don’t use rates to run the economy
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Can we trust the central planners to give them yet more power?

Dec 2002
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➢ Since 2008, many major central banks have adopted my recommendation of 

1995 in Japan, namely that interest rates are not a useful monetary policy tool 

and instead the quantity of credit creation should be used: Quantitative Easing

Central planners have conceded & switched to quantity policies

Richard A. Werner, 

2 September 1995 

‘Create a Recovery 

Through 

Quantitative 

Easing’, 

Nihon Keizai 

Shinbun (Nikkei), 

Tokyo

What I said would 

not work:

• reducing interest

rates – even to 

zero

• fiscal stimulation 

• expanding bank

reserves/high

powered money
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➢ But not to create high and sustainable growth without inflation and without crises.

➢ Instead, they used even quantitative policies to create vast boom-bust cycles, just 

like we are presently experiencing

➢ The inflation is ending, the deep recession is coming, thanks to the central 

planners’ boom-bust cycles – more on this shortly

Central planners have conceded & switched to quantity policies
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Can we trust the central planners to give them yet more power?

Dec 2002



© Richard A. Werner 2023 41

Can we trust the central planners to give them yet more power?



© Richard A. Werner 2023 42

Can we trust the central planners to give them yet more power?

Dec 2002



© Richard A. Werner 2023 43
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Can we trust the central planners to give them yet more power?

Dec 2002
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➢ Regulatory moral hazard: Central planners have been rewarded in the past half 

century or so for failure (crises) by obtaining greater powers. 

➢ Hence what we get is more crises.

Can we trust the central planners to give them yet more power?
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Alleged “official” benefits of CBDCs listed by the central banks:

➢ providing a safe, government-backed alternative to commercial bank deposits –

this discloses the ECB agenda to kill banks

➢ 24 May 2023 ... ECB President Christine Lagarde says a digital currency from the 

central bank will help make Europe independent of outside payment services . ie

to fight against the US. Bloomberg: 21 Mar 2023 ... A digital euro has a key role to 

play in safeguarding European payment autonomy, according to European 

Central Bank President Christine ...

➢ this is gaslighting: the EU is a US project that was designed to be anti-democratic 

and authoritarian. It is run by CIA agents will remain subjugated by the US.

➢ enhance financial stability by reducing the risk of bank runs – this is ironic!

➢ True causation is likely to be the other way round: The ECB is causing a banking 

crisis in Europe (Germany) in the coming 2 years and will use a bank run to 

establish CBDCs

Can we trust the central planners to give them yet more power?
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The coming banking crisis in Germany, engineered by the ECB

➢ Since 2008, the ECB, via its supervision & interest rate policy, as well as bank 

regulations, encouraged German banks to focus on bank credit for real estate 

purchases. This must create an asset bubble, which began after 2009.

➢ The ECB burst this bubble in late 2022. It will take the banking system down with it

Can we trust the central planners to give them yet more power?
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➢ The overpaid unelected eurocrats in Brussels and their fellow central planners at 

the ECB have been busy for about two decades to undermine banks and banking

➢ ECB: 14 years of zero/negative interest rate policies, making small bank activity 

unprofitable and benefiting big banks engaged in financial speculation

➢ EU: massive increase in regulatory burden, forcing 5,000 small banks to merge 

and disappear

➢ EU & UK: creating a whole new industry of “fintechs” and passing legislation that 

forces banks to share our private bank transaction data with fintech start-ups to 

commercialise this information, sell it on and have “products” pushed on us that 

we do not need

Anti-bank measures taken by the EU/ECB
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➢ The financial intermediation and fraction reserve theories of banking are not true

➢ Where does money come from? 97% of our money supply is created by banks 
when they extend credit (‘lend’)

Werner (2014): Can banks individually create money out of nothing?*

*most downloaded article in all of Elsevier’s thousands of scientific journals

Should we abolish banks? The central planners say “Yes!”

Banks are not just financial intermediaries
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Step 1 The bank ‘purchases’ the loan contract from the borrower and records

this as an asset.

€ 100,000

LiabilitiesAssets

Step 2 The bank now owes the borrower €100,000, a liability. It records this 

however as a fictitious customer deposit: the bank pretends the borrower has 

deposited the money, and nobody can tell the difference.

€ 100,000€ 100,000

LiabilitiesAssets

NB: No money is 

transferred from 

elsewhere

Trade Secret: What makes banks unique

The case of a €100,000 loan

Balance Sheet of Bank A

So the creditor (the bank) doesn’t give up anything when a loan is ‘paid out’
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➢ Unlike non-bank financial institutions, banks create money.

➢ They do this by what is called ‘bank lending’: credit creation. 

➢ Bank credit and deposit money are created simultaneously. 

➢ Banks decide who gets newly created money and for what purpose.

➢ Banks reshape the economic landscape through their loan decisions.

➢ Now we know why central banks often conduct their true monetary policy by 

‘guiding’ bank credit.

Banks are special. They create the money supply 
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What causes the recurring boom-bust cycles and crises?

The Quantity Theory of Credit = The General Quantity Theory (Werner, 1992, 1997):

Credit used for the ‘real economy’, determining nominal GDP 

(‘real circulation credit’ = CR)

Credit used for financial (non-GDP) transactions 

(‘financial circulation credit’ = CF)

C

Bank credit creation is divided into 2 streams

– credit used for the real economy, causing n. GDP growth, and 

– credit used for or financial transactions, determining asset prices
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Case 3: Investment credit 

(= credit for the creation of new 

goods and services or productivity 

gains that generate income)

Result: Growth without inflation,

even at full employment

Case 2: Consumption credit

Result: Inflation without growth

Quantity Theory of Disaggregated Credit (Werner, 1992, 1997):

Rule: The allocation of bank credit creation determines what 

will happen to the economy – good or bad...

Case 1: Financial credit

(= credit for transactions that do not 

contribute to and are not part of GDP):

Result: Asset inflation, bubbles

and banking crises

= unproductive credit

creation

= productive credit creation

GDP creditnon-GDP credit
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Case 3: Investment credit 
(= business credit for the creation of 

new goods and services or technology 

implementation/ productivity gains 

that generate income)

Result: Growth without inflation,

even at full employment

Case 2: Consumption credit

Result: Inflation without growth

Quantity Theory of Disaggregated Credit (Werner, 1992, 1997):

Rule: The allocation of bank credit creation determines what will 

happen to the economy – good or bad...

Case 1: Financial credit

(= credit for transactions that do not 

contribute to and are not part of GDP):

Result: Asset inflation, bubbles

and banking crises

= unproductive credit

creation

= productive credit creation

real economy (GDP) creditfinancial (non-GDP) credit

Bank credit creation

SustainableUnsustainable

What has often gone wrong with this process?
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Investment credit 

(= credit for the creation of new 

goods and services or 

productivity gains)

Result: Growth without inflation, 

even at full employment

Case 1: Consumption credit

Result: Inflation without growth

Bank credit creation determines economic growth 

The effect of bank credit allocation depends on 

the use money is put to

Case 2: Financial credit

(= credit for transactions that do 

not contribute to and are not part 

of GDP):

Result: Asset inflation, bubbles

and banking crises

= unproductive credit creation

= productive credit creation

bad  good
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Empirical result of GETS methodology: 

‘Real economy credit’ determines nominal 

GDP growth

Financial credit determines asset prices –

leads to asset cycles and banking crises

What has often gone wrong with this process?
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➢ Bank credit for the real economy (CR) determines nominal GDP growth (PY) 

(Werner, 1992, 1997, General Quantity Theory, Quantity Theory of 

Disaggregated Credit)

The determinant of nominal GDP growth: 

Bank credit creation for the real economy

57
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Rule: Credit for financial transactions explains boom/bust 

cycles and banking crises

CF/C = Share of loans to the real estate 

industry, construction companies and non-bank 

financial institutions

12%

14%

16%

18%

20%
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24%

26%

28%

30%

79 81 83 85 87 89 91 93

Source: Bank of Japan

CF/C

Banking Crises

➢ A significant rise in credit creation for non-GDP transactions 

(financial credit CF) must lead to:

- asset bubbles and busts

- banking and economic crises

➢ USA in 1920s: margin loans rose

from 23.8% of all loans in 1919

to over 35%

➢ Japan in the 1980s: CF/C rose from 

about 15% at the beginning of the 

1980s to almost twice this share

➢ Thailand, Indonesia, Korea in 1990s

➢ UK banks 2001-10: credit for the UK

real economy accounted for only 22% of 

total assets

Japan in the 1980s
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Rule:

Broad Bank Credit Growth > nGDP Growth = banking crisis

This Created Japan's Bubble.
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Rule: 

Out-of-control CF causes bubbles & crises (e.g. Ireland, Spain)

Broad Bank Credit and GDP (Ireland)
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➢ I warned in late 1991 that the Japanese banking system would be burdened by 

huge bad debts (25% of assets) from the excessive lending of the 1980s and 

hence reduce lending in the 1990s and beyond. 

➢ This slump in bank lending would continue until the bad debt problem would be 

resolved.

Japan’s problem: A lack of bank credit creation
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➢ As bank lending growth slows down to zero or negative, the economy would 

implode, causing bankruptcies, unemployment, fiscal deficits, further bad debts.

➢ Thus I proposed a way to get out of this evolving slump in 1994 & 1995.

Japan’s problem: A lack of bank credit creation
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➢ To boost bank credit creation again, and hence produce a recovery in nominal 

GDP growth, I produced a novel central bank policy package, which I called 

“Quantitative Monetary Easing”, or short “Quantitative Easing”.

The problem: A lack of bank credit creation
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A. The original QE:

➢ In a situation of declining bank credit, a shrinking economy and deflation, 
I proposed 2 types of QE:

Types of QE:
QE1: Central bank purchases of non-performing assets from         banks

QE2: Central bank purchases of         performing assets from non-banks

B. The Bank of Japan’s 2001–6 QE:

➢ Sadly, the Bank of Japan claimed it could not do these and instead did:

Types of QE (continued):
QE3: Central bank purchases of         performing assets from         banks

A crash course in types of QE
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QE1: Central bank purchases of non-performing assets from banks

$

Good Assets

QE2: Central bank purchases of        performing assets from non-banks

Fake QE:

‘QE’3: Central bank purchases of      performing assets from banks

Bad Assets

$

Result:

Cleans bank balance 

sheets at 0 cost,

no money creation

A L

$ old

D

$

Result:

Money creation as banks 

credit sellers‘ accounts

new

D

Banks

Reserves from central bank

Reserves from central bank

Result:

Boosts banks‘ reserve 

balances, creates profits 

for banks, boosts asset 

markets, but no money 

creation in the real 

economy

banks

non-banks

banks
Good Assets

A crash course in QE & its results
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➢ We were told the inflation of the 1970s was due to events outside 
everyone’s control: A war in the Middle East, resulting in an OPEC oil 
embargo against the US and other countries in October 1973, producing 
an energy supply shock, driving up oil prices from US$ 3 in September 
1973 to US$ 12 in January 1974.

The failed promises of economists
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The 1970s’ Stagflation

➢ The Middle Eastern war and OPEC embargo started in mid-October 1973.

➢ Oil prices only rose (quadrupled) in January 1974. German inflation peaked in 1973!

➢ But the credit boom started in 1971 and had peaked by mid-1973.
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The 1970s’ Stagflation: Germany

➢ Inflation was significant in 1972, peaked in 1973

➢ The “oil price shock” only started in January 1974!

➢ What preceded the inflation of late 1972/early 1973?

➢ Highest bank credit growth hitherto in the postwar era in 1972

➢ The credit boom started in 1971, peaked in March 1973. 

March 1973: 14.4% YoY

June 1972: 14.1% YoY
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The 1970s’ Stagflation: Japan

➢ Highest bank credit growth hitherto in the postwar era, peaking in late 1972

➢ The credit boom started in 1971, peaked in December 1972.

➢ Bank credit creation caused the high inflation of the 1970s, not the war, nor 

the oil price shock

December 1972: 25.5% YoY

Japan Bank Credit Growth
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A crash course in the post-war financial system

➢ Oil prices only quadrupled in January 1974, and even this was not preferred 

by key OPEC members:

➢ The Saudis needed to be persuaded by Henry Kissinger to boost the oil 

price.

➢ The oil price shock was engineered by the US, in order to support the US 

dollar and establish the petro-dollar system

➢ Already in 1971 and 1972, the US Fed and “allied” central banks massively 

expanded credit, which would cause the inflation shock.

➢ The war and energy embargo served as the cover story to hide the truth

➢ The same has been happening half a century later, in 2020, as the petro-

dollar system has come to an end.

70



© Richard A. Werner 2023

71

The 2022 Inflation was Predictable – Due to Credit Policy

Stagflation caused by monetary policy of 2020

➢ Why the lack of awareness of the 2020 inflationary CB monetary policies?

➢ Many observers believe this was a repeat of the 2008 QE policies. It wasn’t.

Profit Research Center Ltd., Tokyo                      werner@profitresearch.com

➢Inflation is 

stealth taxation

➢Compare Fed 

policies 2008 vs. 

2020
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Post-petro dollar World Financial System

➢ Why did the Fed take such policies in March 2020? A mistake?

➢ Jackson Hole, US, August 2019: Mark Carney (ex-BoE governor): a new post-

petro dollar world financial system is needed, which is based on an official 

Bitcoin-type (‘distributed ledger’) ‘cryptocurrency’ issued by central banks, united 

together forming a global digital central bank currency (CBDC)

➢ Jackson Hole, US, August 2019: Blackrock Plan for the “next crisis” 

recommended for the central bank to “go direct” with monetary policy in order 

to create inflation: QE2 (CB buys performing assets from non-banks)

➢ March 2020: Fed hires Blackrock, implements its plan = QE2 –>inflation

➢ See Werner, Fortune, March 2023 

➢ Official plans to abolish cash and banks, centralising all money creation, 

allocation, transaction settlement as well as monitoring and control in the hands 

of central banks

➢ 2020: Covid19 threat used by IMF, World Economic Forum to push for CBDCs 

and a ‘Great Reset’

➢ June 2023: UN, WHO announce use of EU digital ID (‘vaccination passport’) and 

combination with central bank digital currency

, 72
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Big changes are implemented via crises

Silicon Valley Bank:

➢ Had ca. 65% of its lending in the form of Treasuries, by far the safest lending in 

the financial system

➢ Ca. 25% of lending to tech firms; NPLs low

➢ Whenever central banks raise interest rates, there are nominal book-value losses 

in the banking system, such as on their bond holdings (e.g. SVB)

➢ This is not a problem, because banks don’t have to mark their assets to market

➢ SVB was faced with losses of deposits in the past year (deposits declined by 9%, 

$17bn), but it took unusual steps in response:

➢ Should have arranged borrowing from Fed. Didn’t

➢ Could have attracted $20bn in deposits by offering a higher interest rate. Didn’t

➢ Could have arranged for various government agency deposits. Didn’t

➢ Could have arranged liquidity from other banks. Didn’t

➢ INSTEAD: It sold $21bn in long-term Treasures at a loss, turning a notional loss 

of $1.8bn into an actual loss!
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➢ After this “mistake” of realising a huge loss, SVB went to the capital markets to 

raise new capital of $2.25bn by issuing new stocks

➢ This attracts maximum attention in the financial markets – critical attention

➢ Doing this right after booking a $1.8bn loss: asking for disaster. Failure of stock 

issuance result. “Negative sentiment”

➢ So, to recap, the bank took a series of unusual steps: 

• It failed to raise rates on deposits, to safely attract deposits again

• Instead, it liquidated bond holdings at a loss!

• Then it advertised these “mistakes” by launching new equity issuance, which failed

➢ Thursday 9 March: Peter Thiel led depositor stampede, widely reported, 

$41bn leaving the bank in one day – a record amount

➢ No sign of Fed short term liquidity – this is why the Fed was founded in 1913!

➢ Bank was closed by the regulators on the late afternoon of Friday 10 March

➢ Over the weekend nationalised. Then Fed liquidity arrived.

➢ Similar stories for Silvergate, Signature Banks.

74

The Phoney US regional bank ‘crisis’
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➢ On 9 March 2023 SVB CEO Becker said in a call with venture clients that 

their assets are safe and that the stock sale was announced as an attempt to 

increase financial flexibility, strength and profitability at the bank. The bank 

has “ample liquidity” to support its clients 

“with one exception: If everybody is telling each other that SVB is in trouble, 

that will be a challenge.” 

➢ The executive asked VC clients to 

“stay calm. That’s my ask. We’ve been there for 40 years, supporting you, 

supporting the portfolio companies, supporting venture capitalists.”

➢ The stampede of deposits on 9/10 March was only technically possible due 

to SVB having previously signed up to pilot the FedNow interbank 

settlement system: SVB could not stop the outflows.

➢ Another bank signing up for FedNow was First Republic Bank. Short-

sellers attacked its stock and made a fortune when the FDIC moved to close 

it and sold it, with Fed guarantees against losses, to JP Morgan.

76

The Phoney US regional bank ‘crisis’
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The Phoney US regional bank ‘crisis’

➢ Other pilot members of the FedNow interbank settlement system: 

➢ First Republic Bank (taken over 1 May 2023 by JP Morgan)

➢ Short sellers may wish to consult the list of banks signed up to the FedNow pilot
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What are the implications of CBDCs?

Many central banks have proposed the introduction of central bank digital 

currencies (CBDC)

➢We have been using bank digital currency for many decades. BDC is effective 

and works well. Why do we need CBDC? There is no good reason, except control.

➢CBDCs are current accounts offered by the central bank to the retail public.

➢ Should the bank reglator step into the arena and directly compete against the 

regulated?

➢ The regulated (banks) cannot compete against the regulator. Is this fair 

competition? 

➢ The result will be that the banking sector becomes more concentrated, and 

ultimately we end up with the Soviet System of 1 bank (monobank; Gosbank)

➢ In addition it is not wise to concentrate the unparralled surveyance and control 

powers of CBDCs, linked to digital IDs, in one institution.

➢ CBDCs would eliminate banks, usher in a Soviet-style monobank system and 

end economic growth
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Post-petro dollar World Financial System

➢ In the past big changes were implemented by causing crises

➢ Wars and embargoes were used to cover up the true causes

➢ Next phase is to move against small banks in Europe and the US, to 

centralise the largest banking systems into fewer bigger banks

➢ Then it just takes one more crisis of the big banks…

➢ Then … CBDCs and total control.
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Last Chance Saloon

➢ The overarching trend of the 20th century was the concentration of power into 

the hands of fewer and fewer people

➢ Power corrupts. Absolute power corrupts absolutely. Lord Acton

➢ We must stand up now to stop the introduction of CBDCs, even if there 

are many assurances that they will not be programmed or interventionist

➢ Already, Europe is being de-industrialised and economically destroyed

➢ It is the same central planners that have delivered disaster after disaster who 

now ask for yet more powers.
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The Solution:

Decentralise and Break up the Concentrated Power

➢ However a decentralised monetary system delivers far better results: The 

future is in local, decentralised banking systems consisting of many small 

banks

➢ Banking is about the power to decide over the creation and allocation of 

resources. Should this really be further centralised?

➢ Successful thanks to hundreds/thousands of small banks: Japan, Korea, 

Taiwan, China, as well as Germany and the USA

➢ CBDCs give absolute power over all others to a very small number of people.

➢ Lord Acton: “It is easier to find people fit to govern themselves than people 

fit to govern others.”

“Power corrupts. Absolute power corrupts absolutely.”

➢ The Saxons thrived in Transylvania, when they had local autonomy, 

granted by King Mathias Corvinus

➢ When this autonomy was taken away, their prosperity diminished
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How is this possible?

➢ While big German brands are well-known, there are thousands of highly 

successful small German firms – mostly family-owned businesses – that are 

world market leaders in many industries

➢ They have been contributing significantly to the German export success and 

have produced a stable, decentralised economy with a lot of job creation
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➢ Define “Market Champion” = a company that has no. 1, 2 or 3 market 

share in the world in its industry

➢ Define “Hidden Champion” = a small or medium-sized enterprise (SME)

that is a market champion

➢ Why SMEs?

• They account for two thirds of employment in most economies. They 

are the biggest employer. 

• Small firms are a job multiplier: Money invested in small firms creates

many more jobs than the same amount invested in a large firm

➢ Which country has most Hidden Champions in the world – by far?

Secret of Success: The Hidden Champions
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➢ Independent study by consultants: “No other country in the world has so 

many “Hidden Champions” as Germany: 1,300 small firms are global 

market leaders in their respective markets

➢ This is unique in the world. How is this possible?

Source: Simon (2012) Hidden Champions, Campus

Number of ‘Hidden Champions’

The secret of 200 years of strong German performance
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Which European economy has the largest number of banks?

Germany has more than ten times as many banks engaged in SME lending than the UK.
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Quiz: Spot the strongest economy in Europe
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A: Germany is world champion in community banking

➢ Germany has the largest number of small, local community banks

in the world (1,500)

➢ 70% of bank deposits are with community banks, 

80% of all banks are not-for-profit local community banks, and 

over 90% of SME lending is from such local banks

➢ German community banks were not affected by the 2008 crisis

➢ Community banks increased SME lending when the 2008 crisis hit – so 

there was no recession and no increase in unemployment

➢ Japan, Korea, Taiwan have many banks

➢ China switched from Soviet monobanking to thousands of banks before 

growth took off

➢ It is now a strategic moment to invest in small banks in Europe and in 

setting up new banks
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➢ A banking system dominated by small, local banks

➢ This is the most decentralised form of public money creation and 

allocation

➢ This should not be abolished, but expanded

What structure of the banking sector has achieved 

financial stability & high, non-inflationary equitable growth? 

Alternative to Central Bank Guidance of Credit:

Thousands of Community Banks
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Basingstoke: Palgrave Macmillan, 2005               Vahlen Verlag, 2007
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Princes of the Yen the 

Movie is Out

Youtube:

Princes of the Yen film

QuantumPublishers.com, 2018


	Dia 0
	Dia 1
	Dia 2: Central planners are now keen to introduce  “digital currency”
	Dia 3: Central planners are now keen to introduce  “digital currency”
	Dia 4
	Dia 5
	Dia 6
	Dia 7
	Dia 8
	Dia 9
	Dia 10
	Dia 11
	Dia 12
	Dia 13
	Dia 14
	Dia 15
	Dia 16
	Dia 17
	Dia 18
	Dia 19
	Dia 20
	Dia 21
	Dia 22
	Dia 23
	Dia 24
	Dia 25
	Dia 26
	Dia 27
	Dia 28
	Dia 29
	Dia 30
	Dia 31
	Dia 32
	Dia 33
	Dia 34
	Dia 35: Reality is the opposite of the central planners’ story
	Dia 36
	Dia 37
	Dia 38
	Dia 39
	Dia 40
	Dia 41
	Dia 42
	Dia 43
	Dia 44
	Dia 45
	Dia 46
	Dia 47
	Dia 48
	Dia 49
	Dia 50
	Dia 51
	Dia 52
	Dia 53
	Dia 54
	Dia 55
	Dia 56
	Dia 57: The determinant of nominal GDP growth:  Bank credit creation for the real economy
	Dia 58
	Dia 59
	Dia 60
	Dia 61: Japan’s problem: A lack of bank credit creation
	Dia 62: Japan’s problem: A lack of bank credit creation
	Dia 63: The problem: A lack of bank credit creation
	Dia 64
	Dia 65
	Dia 66
	Dia 67
	Dia 68
	Dia 69
	Dia 70: A crash course in the post-war financial system
	Dia 71
	Dia 72: Post-petro dollar World Financial System
	Dia 73: Big changes are implemented via crises
	Dia 74
	Dia 75
	Dia 76
	Dia 77: The Phoney US regional bank ‘crisis’
	Dia 78
	Dia 79: Post-petro dollar World Financial System
	Dia 80: Last Chance Saloon
	Dia 81
	Dia 82
	Dia 83
	Dia 84
	Dia 85
	Dia 86
	Dia 87
	Dia 88
	Dia 89
	Dia 90

